
MACRO ECONOMICS 

Chapter-1     SOME BASIC CONCEPTS OF MACROECONOMICS  

Meaning of Macroeconomics 

Macroeconomics is defined as that branch as that branch of economics which studies 
economic issues or economic problems at the level of an economy as a whole. 

Subject matter/scope of macroeconomics: 

(a) Estimation of national income 
(b) Money and banking 
(c) Determination of income and employment 
(d) Government budget and the economy 
(e) Determination of foreign exchange rate 
(f) Balance of payment 

BASIC CONCEPTS 

1. Final goods and intermediate goods: 
 
Final goods are those goods which are used either for final consumption or for 
capital formation/investment. 
 
Final goods include:   
 Goods purchased by consumer households as they meant for final 

consumption like milk, food purchased by households. 
 Goods purchased by firms for capital formation or investment like machine 

purchased by a firm. 
 Expenditure on final goods is called final expenditure. 

(NOTE: Final goods are neither resold nor used for any further transformation in the process 
of production.) 

Intermediate goods are those goods which are either used for further production or for 
resale in the same year. 

These goods are not ready for use by their final users. 

They always move from one stage of a production to another in the manufacture of a final 
product. 



(NOTE: A good or a service may be intermediate for one purchaser and final for another 
purchaser. For example-milk, when purchased by a household, it is a final good, and when 
purchased by a restaurant, it is an intermediate good.) 

2. Consumer Goods and Producer Goods: 

Consumer goods/ consumption goods are those goods which are used by the    
people for satisfying their wants. 

Consumer goods can be classified into 4 categories: 

 Durable goods (used for several years, like cars, TV, refrigerators, furniture 
etc.) 

 Semi durable goods (used for limited time, like clothes, crockery, electric 
bulbs etc.) 

 Non-durable goods (which used only once like milk, vegetables, fruits etc.)  
 Services (Non- material goods which satisfy human wants directly. These 

include medical care, transport, etc.) 

Producer goods refer to all those things which are used in the production of 
other goods. 

These are of 2 types: 

 Goods used as raw materials by the producer like cotton to make yarn, wood 
to make furniture. 

 Goods used as fixed assets by the producer like machinery, factory buildings 
etc. 

Capital goods- Those goods which are used to produce other goods and fixed 
assets of the producer’s which are usually of high value (eg: factory, buildings, 
machines etc.) 

All capital goods are producer goods but all producer goods are not capital 
goods. 

3. Factor income (or payment) and Transfer income (or payment) 
 
Payment received in exchange for rendering services is called factor income. It is 
received by factors of production for providing their productive services. Factors 
of production include: land, labour, capital, entrepreneur. Example rent, wage, 
interest, profits. 
Transfer income refers to any income received without providing any good or 
service in return (eg: old age pension, pocket money, scholarship, unemployment 
allowance etc.) 



4. Stock and Flow 
 
A stock is measured at one specific time, and represents a quantity existing at 
that point of time, which may have accumulated in the past. It is a static concept 
(eg: national wealth). 
 
A Flow variable is measured over a period of time. It has a time dimension. It is a 
dynamic concept (eg: national income). 
 

5. Depreciation (Consumption of fixed capital) 
 
Depreciation implies a fall in the value of fixed assets due to normal wear and 
tear. 

RELATED AGGREGATES OF NATIONAL INCOME 

1. Gross Domestic Product at market price (GDPmp) 
2. Gross Domestic Product at factor cost (GDPfc) 
3. Gross National Product at market price (GNPmp) 
4. Gross National Product at factor cost (GNPfc) 
5. Net Domestic product at market price (NDPmp) 
6. Net Domestic Product at factor cost (NDPfc / Domestic income) 
7. Net National Product at market price (NNPmp) 
8. Net National Product at factor cost (NNPfc/ National income) 

Basic differences: 

             Market price and Factor cost 

 Market price includes taxes that go to government on top of actual product cost. 
Normally it is called as MRP. 

 Factor cost is the cost incurred in hiring factors of production 

 Market price and factor cost differentiated by Net Indirect taxes (NIT). 

 NIT= Indirect taxes (IT) - Subsidies 

 So we can formulate Market price (MP) and Factor cost (FC) as follows: 

 MP=FC +NIT 

 FC= MP-NIT 

 NIT = IT- S 



 Indirect taxes are sales tax, excise duty, custom duty, import duty, entertainment 
tax, GST, vat etc. 

Domestic income and National income 

Domestic income is the sum total of factor income generated by the production units 
located within domestic territory of a country during an accounting year. 

National income is the sum total of factor income viz. rent, wages, interest, profit accruing 
to the normal residents of a country for their productive services during an accounting year. 

So we can formulate domestic to national income as follows: 

Domestic = National – NFIA 

National = Domestic + NFIA. 

NFIA = FIFA – FIPA 

NCFIA (Net factor income from abroad) is the difference between the FIFA (Factor income 
earned from abroad) and (FIPA) the factor income paid to abroad. 

Components of NFIA are: 

(a) Net compensation of employees: It is the difference between compensation of 
employees received by the resident workers who are temporarily employed abroad and 
similar payments made to non-resident workers who are staying within the domestic 
territory of a country. 

(b) Net income from property and entrepreneurship: It is the difference between the factor 
income received by the residents of a country and similar payments made to the rest of the 
world. 

(c) Net retained earnings of companies abroad: It refers to the difference between 
undistributed profits of the residents companies’ located abroad and retained earnings of 
foreign companies located within domestic territory of a country. 

Net and Gross 

Net = Gross – Depreciation  

Gross = Net + Depreciation 

Depreciation = Gross – Net 

Depreciation is also called consumption of fixed capital, replacement cost, consumption 
allowance etc. 



         Relationship among the different related aggregates of national Income 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ASSIGNMENT-1 

Answer the following questions: 

1. Give two examples of macro variables. 
2. What are capital goods? Give examples. 
3. Name the main types of final goods. 
4. A variable whose quantity is measured during a point of time is called________. 
5. Match the following: 

                    Column I                                                  |          Column II 
(a) Goods sold to final users                            |    (i) Fixed capital 
(b) Capital goods                                                |  (ii)  Final product 
(c) Raw materials                                               |   (iii)  Producer durable 
(d) Consumption goods                                     |   (iv) Intermediate good   

  
6. Which one of the following is correct? 

(a) Intermediate goods remain outside the production boundary 
(b) Sugar becomes an intermediate good when it is used by a household for making sweets. 
(c) Intermediate goods are demanded by produces 
(d) No value is added to intermediate goods 

7. Differentiate between final goods and intermediate goods. 
8. What is meant by inventory? 
9. How is depreciation calculated?(Depreciation is calculated by dividing the cost of fixed asset 

by its life span, in years) 
10. Calculate ‘Depreciation’ from the following data. 

          Sl. No.    Particulars Amount( in Rs. crore) 
            (i) Capital value of the asset                  1,000 
            (ii) Estimated life of the asset                  20 Years 
            (iii) Scrap Value                Nil 

 

        (Ans.rs.50 crore) 

11. Giving the reasons classify the following into intermediate and final goods.     
(i) Machine purchased by a firm 
(ii) Furniture purchased by a school 
(iii) Chalk and duster purchased by school 

12. Are the following statements are true or false? Giving reasons. 
(i) A car used as a taxi, is a fixed investment good. 
(ii) Car purchased by a dealer is a final good. 
(iii) All producer goods are capital goods. 

13. Giving reasons categories the following into stock and flow: 
(i) Capital   (ii) Saving 
(ii) Production   (iv) Wealth 
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